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Traditional trade theory believed that terms of trade improvement will expand 
net exports, making the current account surplus increase, known as the H-L-M effect. 
But the performance in many countries in reality is deteriorating in terms of trade, 
whereas increasing in the trade surplus, as in China.In recent years, China’s foreign 
trade growth greatly, especially after joining WTO, China’s foreign trade is 
experiencing rapid growth unprecedentedly. However, accompanied by a substantial 
increase in exports and international market share, China’s foreign trade export prices 
declined relative to the import price, the terms of trade showed a first increased and 
then decreased, but overall worsening conditions, the trade surplus was also rising. If 
a country's terms of trade deteriorated sustainability in a long-term.The improvement 
of current account, from deficit to surplus in China who mainly exported 
manufactured goods, firstly due to the substantial depreciation of RMB, this 
improvement of current account began after the Asian financial crisis, and because of 
the government and the central bank’s maintenance of the competitive real exchange 
rate, current account continued to improve. Trade surplus mainly depends on the 
world's most developed countries demands of primary commodities; further improved 
the current account in 2003. In recent years, due to the subprime mortgage crisis 
caused the global economic downturn; China's trade surplus has started to shrink, but 
the overall base still very large. Along with the gradually increasing of trade surplus, 
the sustainability of the current account imbalances have been widely questioned, and 
the imbalance is further increased the economic development of our country's external 
risk, so the adjustment of the current account imbalance has become an important 
factor affecting the long-term sustained and rapid economic development in china. 
But how to maximize the interests of trade and reduce trading losses at the same time 
when the foreign trade developed rapidly, become our realistic problem to be solved, 
so the research of the changes to the terms of trade and current account has very 
important practical significance. At the same time the research on the H-L-M effect 














at home and abroad, from the initial Obestfeld and Rogoff about savings and 
investment classic intertemporal theoretical model, to the join of the real exchange 
rate, interest rate and economic growth rate in the intertemporal model analysis in 
recent years ,the further theoretical analysis of the changes in terms of trade and the 
current account also has a very important theory significance.  
This paper introduces the related theory model of terms of trade and current 
account firstly , namely the H-L-M effect theory and the open economy intertemporal 
analysis theory; and then analyzes the status quo of China’s net barter terms of trade 
and current account fluctuations, the results show that China's terms of trade has a 
downward trend, while the trade surplus is also increased year by year, although 
current account had a narrowing trend in recent years, but the overall base is still large. 
Then we use the intertemporal current account analysis method, based on the H-L-M 
effect, and select the data of China’s actual economic from 1980 to 2012, using 
cointegration test, VAR model, impulse response analysis and variance 
decomposition to analyze country's terms of trade and current account changes, the 
empirical results show that the reality of our country does not comply with the H-L-M 
effect, but China does exist worsening terms of trade growth mode, at the same time, 
the theoretical model also shows that the RMB exchange rate, interest rate and 
economic development is one of the factors that influence China's current-account and 
trade conditions change. Finally, on the basis of the study on theoretical and empirical 
conclusions, we provide several policy recommendations at this stage of China's 
economic development. 
There are two main characteristics of this paper. Firstly, the model of the 
empirical studies is based on the intertemporal theory of Hafedh & Bouakez, 
combined with the economic status quo for further transformation and derivation of 
the theoretical model, and then derives a model which conforms to the economic 
situation in our country, and then uses the relevant Chinese economic data for further 














have demonstrated complementarity and avoid the lack of a single theoretical basis of 
empirical research drawbacks; Secondly, endogenesis the terms of trade and current 
account  two variables, and focuses on the analysis of interaction between the two, 
making the conclusions have more explanatory power. 
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